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Preface

The monthly report of Indonesia Investments is written and published by Van Der
Schaar Investments B.V., located in Delft, the Netherlands. The report aims to inform
the reader of the latest, most relevant, political, economic and social developments
in Indonesia as well as those crucial international developments that impact on the

economy of Indonesian or on its politics.

Our reports are intended for a wide and diverse audience, including individual and

corporate investors, financial market players, diplomats, policymakers, decision-

makers, academics, journalists, and analysts.

The website of Indonesia Investments is the key reference and access point for
gaining knowledge about the markets, economy, and cultures of Indonesia. This
online platform is owned by Van Der Schaar Investments B.V., a privately-held
investment company (Ltd.) that was established in 2009 but stands in a tradition
that stretches back to urban development in the Dutch capital city of Amsterdam in
the early 20th century. For more information about the services and activities of

Indonesia Investments, please visit: www.indonesia-investments.com.
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To purchase an edition of our monthly report (or to subscribe for longer periods),
you can inquire about further details by email - info@indonesia-investments.com -
or by phone: +62.(0)8788.410.6944 (incl. WhatsApp messages). Also for questions,

comments, and other feedback we can be contacted through both channels.

A) Price Overview Monthly Reports - Individual Subscriptions:

1 edition (one month) IDR 150,000 USD $10 EUR €10
3 editions (three months) IDR 450,000 USD $30 EUR €30
6 editions (six months) IDR 900,000 USD $60 EUR €60
12 editions (one year) IDR 1,800,000 USD $120 EUR €120

Content and photography in our monthly reports are copyright of Van Der Schaar
Investments B.V. (all rights reserved) except when indicated otherwise or obtained
from Pixabay. Our permission is needed by those who want publish or distribute

(parts of) the content or photography in our reports (Dutch law applies).*

It also means that our reports cannot be shared with (or distributed to) others (as
itwould be a copyright infringement). We therefore offer corporate subscriptions to
those companies/institutions that want to distribute our reports among their staff-

members and/or boards:

B) Price Overview Monthly Reports — Corporate Subscriptions:

1 edition (one month) IDR 1,500,000 USD $100 EUR €95

3 editions (three months) IDR 3,600,000 USD $240 EUR €230
6 editions (six months) IDR 5,400,000 USD $360 EUR €340
12 editions (one year) IDR 7,200,000 USD $480 EUR €450

© Van Der Schaar Investments B.V. www.indonesia-investments.com
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We also offer a special distributor subscription for those institutions that want to
distribute our reports to (paying) members within their network. For example, a
chamber of commerce that purchases this subscription is allowed to distribute our
reports to those (paying) companies/institutions that are member of the chamber

of commerce’s network.

C) Price Overview Monthly Reports — Distributor Subscriptions:

1 edition (one month) IDR 5,000,000 USD $350 EUR €325
3 editions (three months) IDR 8,000,000 USD $600 EUR €550
6 editions (six months) IDR 15,000,000 USD $1,100 EUR €1,000
12 editions (one year) IDR 25,000,000 USD $1,800 EUR €1,600

Back issues can be ordered through email (info@indonesia-investments.com) or by
phone (+62(0)8788.410.6944). Reports that were released more than a year ago

are available at attractive discounts.

Lastly, we would like to emphasize that - although we strive to present accurate, up-
to-date, and objective information in our reports - Indonesia Investments cannot

guarantee the accuracy of all data and information that is included.

- Individual Subscription; reports are only intended for one individual

- Corporate Subscription; reports can be distributed in one company/institution

- Distributor Subscription; reports can be distributed to members in a network

* CV Indonesia Investments owns the exclusive right to sell and distribute reports of Indonesia
Investments on the markets in the Asia-Pacific (including Indonesia).

© Van Der Schaar Investments B.V. www.indonesia-investments.com
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Introduction — May 2020 Report

The economic and social consequences of the novel coronavirus (COVID-19) crisis
are becoming increasingly clear and frightening. All the self-imposed restrictions on
business and social behavior, taken by governments across the world, may protect
people’s health to a significant extent, but the policy measures also have devastating
economic and social consequences as economic activity nosedives, and businesses

collapse. This results in unprecedented mass layoffs as well as growing poverty.

In recent weeks various countries have released very poor Q1-2020 economic data,
and considering the biggest impact of COVID-19 restrictions will be felt in Q2-2020,
concern about the global economy has (rightfully) soared. Some of the forecasts for

Q2-2020 economic growth, in specific countries, are just truly jaw-dropping (more

about this topic below).

As the economic and social damage becomes increasingly evident around the world,
there has also emerged rising criticism of governments’ restrictive policies. After all,

governments need to realize that the sudden and drastic rise in unemployment and

© Van Der Schaar Investments B.V. www.indonesia-investments.com
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poverty (as a consequence of the self-imposed restrictions) also takes a human toll.
In fact, it could even exceed the ‘direct’ death toll of COVID-19, if restrictions last too

long.

Therefore, policymakers are facing a huge dilemma now: loosen the restrictions per
direct, and thereby jeopardizing the lives of the vulnerable in society (in particular
the elderly and those with weakened immune systems or weakened health), or, keep
restrictions in place, but kill a growing number of companies and businesses (and
thereby causing massive job losses along the way). The policymakers who face this

dilemma are not to be envied as any decision(s) they make will lead to casualties.

Economic Damage in Q1-2020; Bigger Damage to Come in Q2-2020

Various alarming news reports and data surfaced related to the global economy. For
instance, Japan’s economy officially entered a recession (defined as two consecutive
quarters of negative economic growth) with its adjusted real gross domestic product
(GDP) contracting by 3.4 percent year-on-year (y/y) in the first quarter of 2020. And
considering Japan’s response to the COVID-19 health crisis intensified in the second
quarter, we should expect a significantly worsening picture in Q2-2020. A number
of analysts even predict a contraction of more than 20 percent for Japan’s economy,

the world'’s third-largest economy, in Q2-2020. That would be jaw-dropping, indeed!
The economy of the United States (USA) fell 4.8 percent (y/y) in Q1-2020 (a bigger

drop than analysts had previously estimated). It was the first negative GDP reading

for the US since the 1.1 percent (y/y) contraction in Q1-2014, and the lowest reading

© Van Der Schaar Investments B.V. www.indonesia-investments.com
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since the 8.4 percent contraction in the last quarter of 2008 (during the worst of the
financial crisis). Consumer spending, non-residential fixed investment, exports, and
inventories were the biggest drags on the US economy in the first quarter of 2020.
But if the Q1-2020 data, which only include a few weeks of economic lockdown, are

already quite weak, then the Q2-2020 numbers are bound to become quite scary.

In fact, the economy of the USA could even shrink by 30 percent (y/y) in Q2-2020
according to Federal Reserve Chairman Jerome Powell, adding that unemployment
numbers could resemble the situation in the 1930s when the US unemployment rate
peaked close to 25 percent. Nonetheless, Powell remains somewhat optimistic that
the nature of the COVID-19 crisis - coupled with the dynamism of the USA and the
strength of its financial system - should pave the way for a strong rebound, possibly

starting in the second half of 2020.

nEsks

I

Meanwhile, also in April 2020, we had learned that China’s economy shrank by 6.8
percent (y/y) in the first quarter of 2020, the country’s first contraction since 1992,

as production and spending were frozen amid the lockdown. What is different in the

© Van Der Schaar Investments B.V. www.indonesia-investments.com
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case of China though (compared to other countries) is that it (most likely) passed its
weakest point in Q1-2020, and can now focus on restarting economic activity. Near
the end of April 2020, China, the initial epicenter of the COVID-19 crisis, said it had
no more coronavirus patients in its hospitals. Hence, contrary to other countries, it
can seek to restart its economy in the second quarter of 2020. This in fact gives China
a huge advantage. Something ‘the world’ needs to be alert to is whether China will
now try to acquire fundamentally strong Western companies that are on the brink

of collapse due to the COVID-19 restrictions.

Still, the above indicates that the world’s three biggest economies are experiencing
massive economic and social troubles, the size of which we have not seen before in
recent history. This has far-reaching consequences (which are estimated to peak in

the second quarter of 2020) for the entire world.

On a positive note, at the time of writing this introduction, several countries are now
planning to wind down COVID-19 restrictions (for example in Western Europe) as
the number of COVID-19 patients and fatalities have eased significantly over the past
few weeks. However, the big question is whether looser policies will lead to another
peak in infections in subsequent weeks. And another question is whether the looser
policies can cause a sudden boost in economic activity, or the people simply remain

too scared to go out and consume.

The Case of Indonesia

While we expected Indonesia to post a sound GDP growth figure of approximately

4.0 percent (y/y) in the first quarter of 2020 (as the country was relatively COVID-

© Van Der Schaar Investments B.V. www.indonesia-investments.com
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19-free in Q1-2020), the official figure turned out to be a meager 2.97 percent (y/y).
This is a very bad omen for second quarter growth considering Indonesia imposed
large-scale social and business restrictions in various cities, regencies and provinces

in April 2020 (including the economic centers of Jakarta, West Java, and East Java).

At the time of writing this introduction (at the start of June 2020) these restrictions
were still in place. Hence, second quarter economic growth will be heavily disturbed
for at least two months (and possibly three months if the self-imposed restrictions
are extended). Considering we are in unchartered waters it is difficult to make exact
and substantiated estimates. However, we would certainly not be surprised in case

Indonesia’s economic growth contracts between 5 and 7.5 percent (y/y) in Q2-2020.

But what is remarkable is that in mid-May 2020 Indonesian Coordinating Minister
for Human Development and Culture, Muhadjir Effendy, stated that the Indonesian
government is considering loosening the large-scale social restrictions (in Indonesia
called Pembatasan Sosial Berskala Besar or PSBB). This is a remarkable statement

considering the number of COVID-19 patients in Indonesia is currently still showing

© Van Der Schaar Investments B.V. www.indonesia-investments.com
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exponential growth. This could actually be a sign that, contrary to the trend seen in
Western Europe and the USA, the Indonesian government is not willing to fully
sacrifice the national economy. Shopping malls across Jakarta, for example, are now

planning to re-open starting from 5 June 2020.

Particularly in an emerging market like Indonesia the near standstill in economic
activity can be a fatal threat as millions of people fall into full-blown poverty, while

the government has very limited social safety nets available to support these people.

The problem is that Indonesia not only has around 25 million people living below
the poverty threshold, but also has dozens of millions of people living just above this
threshold, implying that an economic shock will easily and rapidly push them into
full-blown poverty. In fact, the COVID-19 crisis can trigger such a huge economic
shock that even those who had been living relatively comfortably above the poverty
threshold may fall into poverty. After all, it are the micro, small, and medium-sized
businesses in particular that are facing significant challenges amid the crisis, and are

typically very vulnerable as they have limited liquidity.

The Indonesian government indeed announced generous tax incentives and social
assistance spending. However, it will certainly not be enough to cover the majority
of the country’s micro, small and medium entrepreneurs (and their staff) as it does
simply not have the necessary resources to subsidize wages of the millions of people

involved in these businesses.

According to a projection by Indonesia’s National Development Planning Board (or

Bappenas) and the University of Indonesia's (UI) public health experts, Indonesia

© Van Der Schaar Investments B.V. www.indonesia-investments.com
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could see up to 240,000 COVID-19 deaths, without a high degree of intervention, and
without taking into account medical intervention and treatment. Although this is a
big number (and a lot of personal drama), it needs to be weighed by the Indonesian
government whether it is worth destroying the national economy, pushing millions
of local micro, small and medium-sized businesses into bankruptcy, causing millions
of Indonesian workers to become fired, while pushing millions of Indonesians into
full-blown poverty. The consequences of prolonged social and business restrictions
could actually take more casualties than these estimated 240,000 COVID-19 deaths,

especially on the long run.

Itis a dilemma no one wants to face (being between the devil and the deep blue sea).
But it does seem like the Indonesian government is somewhat shifting its priority
towards safeguarding the economy as it now reportedly plans to loosen the business

and social restrictions, while at the same time the number of new COVID-19 cases is

still rising exponentially across the country.

But even, hypothetically, if the business and social restrictions were to be scrapped

altogether, today, by authorities, then the national economy cannot simply resume
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were it left off in, say, March 2020. Consumer behaviour, for instance, is expected to
have changed (at least for the next year to come) as people remain concerned about
COVID-19. We expect people to avoid visiting crowded places and avoid traveling in
2020, and possibly also in 2021. This puts the brakes on economic activity and on

the economic rebound.

For many businesses the new economic landscape after the COVID-19 crisis (the so-
called ‘new normal’) will be challenging, very challenging, and therefore companies
now need to critically examine their business models and the markets they serve (as

well as the products or services they offer) in order to survive the new reality.

Indonesia Investments

Jakarta (Indonesia) & Delft (the Netherlands)
1 June 2020
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Coronavirus Tips: How to Protect Yourself

There is currently no vaccine to prevent the novel coronavirus disease (COVID-19).

However, you can protect yourself and help prevent spreading the virus to others if

you:

- Wash your hands regularly and thoroughly for 20 seconds,
with soap and water or alcohol-based hand rub. Remember
that before your hands are clean, you should not touch your
face, especially not (around) your eyes, nose and mouth as
these are the key entrance points for any virus.

- Cover your nose and mouth with a disposable tissue or H
flexed elbow when you cough or sheeze. In case you feel ——

unwell, wear a mask (to protect other people) and keep
washing your hands often and thoroughly. : ﬁ

- Stay inside; avoid contact with people and avoid going to
crowded places or public places where people can leave
the virus on items such as a doorknob, bench, or handrail.
Hence, after returning home from grocery shopping, wash
your hands. You may also want to wash the products you
bought, because people often touch products that are on
display in the supermarket.

© Van Der Schaar Investments B.V. www.indonesia-investments.com
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- Strengthen your immune system; people who are healthy
(which are usually young people) may not even notice that
they are infected with COVID-19. The trick here is that their
immune system is stronger (generally). Therefore, now is
the time to take some efforts to strengthen your immune
system by eating healthy (fruits and vegetables) and take
some supplements, such as vitamin pills. Taking enough
time to sleep is also crucial to help improve your immune
system. Lastly, it is highly recommended to quit smoking |
(and not consume too much alcohol).
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